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Students’ Department
H. P. Baumann, Editor

AMERICAN INSTITUTE EXAMINATIONS
[Note.—The fact that these solutions appear in The Journal of Account

should not cause the reader to assume that they are the official solutions
of the board of examiners. They represent merely the opinions of the editor
of the Students' Department.]
ancy

Examination

in

Accounting Theory and Practice—Part I

November 17, 1932, 1:30 P. M. to 6:30 P. M.
The candidate must answer questions 1 and 2, 3 or 4 and 5 or 6.
No. 3 (25 points):
The X Y Z Syndicate was formed April 1, 1928, and purchased a parcel of
vacant city land for the sum of $215,500, the purchase being financed by (a)
funds invested by the participants, (b) proceeds of a second mortgage on the
property and (c) purchase-money mortgage issued to the vendor.
The syndicate agreement provided that a trustee should hold title to the
property, that each of the three participants would be the equitable owner of a
one-third interest, that capital should be contributed to the venture in propor
tion to the respective interests and that interest at the rate of 6 per cent. per
annum should be allowed on capital.
Declining real-estate values rendered it impossible to sell the property.
No books were kept, but cheque stubs of the syndicate’s bank account
revealed the following:

Deposits:
1928
Apr. 1 Received from X......................................................................
“
“ Y......................................................................
“
“ Z......................................................................
Oct. 1
“
“ X......................................................................
1929
Apr. 1 Bank loan—3 months-—guaranteed by X............................
Received from X......................................................................
“
“ Y......................................................................
“ Z......................................................................
May 1 Sign-board rentals for one year..............................................
1930
May 1 Received from X......................................................................
Sign-board rentals for one year.............................................
1931
May 1 Received from Y......................................................................
“
“ Z......................................................................
1932
Apr. 1 Received from X......................................................................
“
“ Y......................................................................
“
“ Z......................................................................
Payments
1928
Apr. 1 Account ofpurchase price......................................................
30 Taxes........................................................................................
May 10 Legal fees.................................................................................
Oct. 1 Interest onpurchase-money mortgage (6%).......................
“
“ second mortgage (6%).......................................
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$34,000
21,000
20,000
5,000
50,000
4,000
2,000
2,500
7,500

5,000
7,500
2,500
2,500

2,000
2,000
2,000

70,000
2,995
1,000
3,000
1,500
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1929
Apr. 1

Interest on purchase-money mortgage.................................
“
“ second mortgage..................................................
Second mortgage paid.............................................................
Discount on bank loan...........................................................
30 Taxes..........................................................................................
July 1 Discount on loan renewed......................................................
Oct. 1
“
“ “
“
......................................................
Interest on purchase-money mortgage..................................
1930
Apr.
1 Interest on purchase-money mortgage..................................
30 Taxes.........................................................................................
Oct.
1 Interest on purchase-money mortgage..................................
1931
Apr. 1 Interest on purchase-money mortgage................................
30 Taxes........................................................................................
Oct. 1 Interest on purchase-money mortgage................................
1932
Apr. 1 Interest on purchase-money mortgage................................
30 Taxes........................................................................................

$3,000
1,500
50,000
750
3,434
750
750
3,000
3,000
4,225
3,000
3,000
4,150
3,000

3,000
3,874

Prepare such statements as you would submit to the participants in this
venture, as of June 30, 1932.

Solution:
The problem states that “the syndicate agreement provided . . . that each
of the three participants would be the equitable owner of a one-third interest,
that the capital should be contributed to the venture in proportion to the
respective interests, and that interest at the rate of 6 per cent, per annum
should be allowed on capital.”
The first step, then, should be the computation of interest on the capital
investments, and the second, the statement of the capital investments of the
participants in the syndicate.
X Y Z Syndicate

Statement of computation of interest on capital accounts for the period
April 1, 1928, to June 30, 1932
Investment account of X

Date

Particulars

........
Cash
........
Cash
........
Cash
........ Payment of loan
(Note)
Cash
May 1, 1930............... ........
Cash
April 1, 1932.............. ........

April 1, 1928..............
October 1, 1928.........
April 1, 1929..............
January 1, 1930........

Interest
Amount Period (to June 30,
1932)
( years)
$ 8,670.00
$ 34,000.00 41/4
1,125.00
5,000.00 33/4
4,000.00 31/4
780.00
7,500.00
50,000.00 2½
5,000.00 21/6
2,000.00 1/4
$100,000.00

Totals................. .
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650.00
30.00

$18,755.00
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Investment account of Y

April 1,
April 1,
May 1,
April 1,

Date
Particulars
1928............................
Cash
1929............................
Cash
1931.............................
Cash
1932.............................
Cash

Interest
Period (to June 30,
Amount (years)
1932)
$ 21,000.004¼ $ 5,355.00
2,000.00 3¼
390.00
2,500.00
1⅙
175.00
2,000.00
¼
30.00

$ 27,500.00

Totals............................

$ 5,950.00

Investment account of Z
Date
April 1,
April 1,
May 1,
April 1,

1928......................
1929......................
1931......................
1932......................

Particulars
Cash
Cash
Cash
Cash

Interest
Period (to June 30,
(years)
1932)
$ 20,000.004¼ $ 5,100.00
2,500.00 3¼
487.50
2,500.00
1⅙
175.00
2,000.00
¼
30.00

Amount

$ 27,000.00

Totals............................

$ 5,792.50

Note.—From the problem, it will be seen that the $50,000 bank loan for
three months dated April 1, 1929, was renewed on July 1, 1929, and again on
October 1, 1929, at which dates discount of $750 was paid. It seems likely
therefore that three months after October 1, 1929, or on January 1, 1930, this
loan was paid by X, who had guaranteed the loan, as the payment does not
appear in the syndicate’s records.

X Y Z Syndicate
Statement of capital investments for the period from
April 1, 1928, to June 30, 1932

Capital invested..............
Interest on capital..........

X
Y
Z
Together
$100,000.00 $27,500.00 $27,000.00 $154,500.00
18,755.00
5,950.00
5,792.50
30,497.50

Total......................... $118,755.00
Interest charged..............
10,165.83

$33,450.00 $32,792.50 $184,997.50
10,165.83 10,165.84
30,497.50

Investment, as adjusted $108,589.17 $23,284.17 $22,626.66 $154,500.00
Investment, as required
51,500.00 51,500.00 51,500.00 154,500.00
Excess investment.......... $ 57,089.17
Deficiency in investment
$28,215.83 $28,873.34

In the above statement, the interest on capital investments credited to the
individual participants is distributed in equal thirds to ascertain the adjusted

139

The Journal of Accountancy
investments as between the participants. From this adjusted investment, the
amount of the required contribution is deducted to determine the excess or
deficiency of the individual investments.

X Y Z Syndicate
Balance-sheet—June 30, 1932
Assets
Cost of property..........................................................
Deferred carrying charges:
Taxes......................................................................... $
Legal fees..................................................................
Interest on purchase money mortgage................
Interest on second mortgage.................................
Discount on second mortgage...............................
Interest on bank loan.............................................

$215,500.00

18,678.00
1,000.00
24,000.00
3,000.00
4,500.00
2,250.00

Total...................................................................... $ 53,428.00
Less—rents received...............................................
15,000.00
---------------Cash...............................................................................

38,428.00
572.00

$254,500.00

Liabilities and investment
First mortgage.............................................................
$100,000.00
Participants’ equities:
X................................................................................ $108,589.17
Y................................................................................
23,284.17
Z.................................................................................
22,626.66 154,500.00
$254,500.00
Note.—The above balance-sheet does not give effect to the accrual of
interest on the purchase-money mortgage of $1,500 at June 30, 1932, nor to any
liability for accrued taxes at that date.

Comments

The cash account was obtained by totalling the receipts and disbursements
listed in the problem:
Receipts................................................................ $169,500.00
Disbursements.....................................................
168,928.00
Balance.................................................................

$

572.00

The details of the deferred carrying charges may be picked out of the problem
and classified on scratch paper.
The amount of the first mortgage was determined by capitalizing the annual
interest payment of $6,000 at the rate of the mortgage, 6 per cent., which
indicates that the principal of the mortgage is $100,000.
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The amount of the discount on the second mortgage was obtained as follows:

Purchase price of land................................................
$215,500.00
Less:
Cash paid.................................................................. $ 70,000.00
First mortgage.........................................................
100,000.00 170,000.00

Proceeds of second mortgage....................................
Amount of second mortgage.....................................

$ 45,500.00
50,000.00

Discount on second mortgage...................................

$ 4,500.00

No. 4 (25 points):
Henry White, a partner in the investment-banking firm of Black & White,
died on December 31, 1931.
The assets and liabilities of the firm, at that date, were as follows:
Cash in bank.......................................................... $ 11,526.90
44,700.02
Life-insurance funds receivable..........................
978,663.77
Marketable securities...........................................
23,268.63
Notes and accounts receivable............................
Bonds of Kiln Lumber Co., bankrupt, at 25
56,250.00
per cent. of par..............................................
Seventy-five per cent. interest in logs, lumber,
22,604.25
machinery and logging equipment.............
$ 500,000.00
Notes payable........................................................
1,500.00
Accrued interest....................................................
Liability as guarantors of note of Kiln Lum
38,170.31
ber Co., bankrupt.........................................
14,357.33
Accounts payable..................................................
Agreement to repurchase $10,000 bonds of
9,750.00
Kiln Lumber Co. at 97½ ................................
229,294.37
Capital—James Black, 40 per cent...................
343,941.56
—Henry White, 60 “
$1,137,013.57 $1,137,013.57

James Black, surviving partner, was appointed trustee to continue the
business for a limited period of time.
The transactions to September 30, 1932, were as follows:
The amount due for life insurance was collected.
$712,554.07 was realized on securities which cost $619,483.
$3,725 was expended in exercising rights, the original and newly acquired
shares being among those unsold at September 30th.
Notes and accounts receivable realized $17,429.30, but of the balance out
standing at September 30th only $1,000 was considered good.
Foreclosure proceedings were instituted on the bonds of the Kiln Lumber Co.
In the final settlement, $4,603.97 was realized in cash and the firm ac
quired a three-fourth’s interest in 10,000 acres of timber lands.
The interest in logs, lumber, machinery and logging equipment realized
$2,725.09.
A claim receivable for damages, which was pending December 31, 1930, but not
entered on the books, was settled for $3,000.
Notes payable, with interest, amounting to $27,500, were paid.
The liability as guarantors of the note of the Kiln Lumber Co. was discharged
by payment of $36,149.73.
One $1,000 bond of the Kiln Lumber Co. had been lost or stolen and, therefore,
could not be produced. The remaining bonds were repurchased.
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The accounts payable, together with an additional item of $1,275 owing at
December 31st but not discovered until later, were duly paid.
The sum of $200,000 was withdrawn in the proportion of the partners’ in
vestments.
Expenses incurred, exclusive of interest, totaled $7,328.30, of which $432.15
were unpaid September 30, 1932.
Income amounted to $14,732.03, of which $2,500 had not been received
September 30, 1932.

Prepare a statement, in suitable form, for the use of the trustee and of the
executor of the estate of the deceased partner.

Solution:
See exhibits A, B and C on pages 143 and 144.
James Black as Trustee of Black

and

Exhibit D

White

Statement of capital accounts from December 31, 1931, to September 30, 1932

Balance, December 31, 1931...........
Profit for period.................................

Black
White
Together
40%
60%
100%
$229,294.37 $343,941.56 $573,235.93
21,400.76
32,101.13
53,501.89

Total...............................................
Less—withdrawals............................

$250,695.13 $376,042.69 $626,737.82
80,000.00 120,000.00 200,000.00

Balance, September 30, 1932..........

$170,695.13 $256,042.69 $426,737.82

James Black as Trustee

of

Exhibit E

Black and White

Balance-sheet—September 30, 1932
Assets
Cash.....................................................................................................
Notes and accounts receivable........................................................
Marketable securities........................................................................
Timber lands—75% interest in 10,000 acres.................................

$ 10,093.17
3,500.00
362,905.77
51,646.03
$428,144.97

Liabilities and net worth
Expenses accrued...............................................................................
Liability to repurchase bond of Kiln Lumber Co........................
Estate of Henry White.....................................................................
James Black—investment................................................................

$

432.15
975.00
256,042.69
170,695.13

$428,144.97

142

■

.

Assets to be realized:
Liabilities to be liquidated:
Life-insurance funds receivable ........................... $ 44,700.02
Notes payable ........................................................
Marketable securities ............................................ 978,663.77
Accrued interest .............................
1,500.00
Notes and accounts receivable.............................
23,268.63
Liability as guarantors of note of KilnLumber
Bonds of Kiln Lumber Co....................................
56,250.00
Co., bankrupt ..............................
38,170.31
Interest in logs, lumber, machinery and logging
Accounts payable ..................................................
equipment ...........................................................
22,604.25
Liability to repurchase $10,000bonds of Kiln
--------------- $1,125,486.67
Lumber Co. at 97½ ............................................
Assets acquired:
Marketable securities ............................................ $ 3,725.00
Liabilities assumed :
Timber lands, 75% interest in 10,000 acres ........
51,646.03
Expenses accrued ...................................................
Accounts receivable...............................................
2,500.00
--------------57,871.03
Supplementary credits:
Supplementary charges:
Settlement of damage claim .................................
Interest paid ........................................................... $ 26,000.00
Income ....................................................................
Accounts payable ...................................................
1,275.00
Expenses..................................................................
7,328.30
Assets realized :
--------------34,603.30
Life-insurance funds receivable...........................
Liabilities liquidated :
Marketable securities............................................
Notes payable ........................................................ $500,000.00
Notes and accounts receivable...............................
Accrued interest .....................................................
1,500.00
Bonds of Kiln Lumber Co.....................................
Liability as guarantors of note of Kiln Lumber
Interest in logs, lumber, machinery and logging
Co., bankrupt .....................................................
36,149.73
equipment...........................................................
Liability to repurchase bonds of Kiln Lumber
Co.........................................................................
8,775.00
Assets not realized:
Accounts payable ...................................................
14,357.33
Marketable securities ............................................
--------------560,782.06
Notes and accounts receivable..............................
Liabilities not liquidated:
Timber lands— 75% interest in 10,000 acres. ...
Liability to repurchase bond of Kiln Lumber Co. $
975.00
Expenses accrued ...................................................
432.15
--------------1,407.15........................... $1,833,652.10
Profit on realization -------------------------------------53,501.89
-----------------Balances down—liabilities:
$1,833,652.10
Liabilities to repurchase bonds of Kiln Lumber
=■ =
Co.........................................................................
Balances down—assets:
Expenses accrued ....................................................
Marketable securities ............................................ $362,905.77
Notes and accounts receivable.............................
3,500.00
Timber lands—75% interest in 10,000 acres. ...
51,646.03
--------------- $ 418,051.80

J ames Black as T rustee of B lack and W hite
Statement of realization and liquidation from December 31, 1931, to September 30, 1932

3,000.00

143

975.00
432.15

= = =1,407.15
==

=====

833,658.48

17,732.03

418,051.80
------------------

--------------- $

$

$362,905.77
3,500.00
51,646.03
---------------

---------------

2,725.09

$ 44,700.02
712,554.07
17,429.30
56,250.00

14,732.03
---------------

$

432.15

--------------- $ 563,777.64

9,750.00

14,357.33

$500,000.00

Exhibit A

Students' Department

E xhibit B
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$808,771.38

Balance— December 31, 1931............................................................ $ 11,526.90
Life insurance .......................................................................................
44,700.02
Marketable securities .......................................................................... 712,554.07
Notes and accounts receivable..........................................................
17,429.30
Bonds of Kiln Lumber Co.......... . .....................................................
4.603.97
Logs, lumber, machinery and equipment ........................................
2,725.09
Settlement of claim .............................................................................
3,000.00
Income ..................................................................................................
12,232.03

Marketable securities .........................................................................
Notes payable ........................................................................................
Interest ...................................................................................................
Liability as guarantor on notes ...........................................................
Bonds repurchased ................................................................................
Accounts payable ..................................................................................
Partners ’ withdrawals..........................................................................
Expenses.................................................................................................
Balance—September 30,1932 .............................................................

J ames B lack as T rustee of B lack and W hite
Cash account from December 31, 1931, to September 30, 1932

$808,771.38

$ 3,725.00
500,000.00
27,500.00
36,149.73
8,775.00
15,632.33
200,000.00
6,896.15
10,093.17

E xhibit C

=====

Loss on realization of :
Gain on realization of :
Notes and accounts receivable ...................................................... $ 4,839.33
Marketable securities ...................................................................... $ 93,071.07
Logs, lumber, machinery and logging equipment......................
19,879.16 Settlement of damage claim ...............................................................
3,000.00
Interest paid ......................
26,000.00
Gain in liquidation of liability as guarantors of note of Kiln
Additional accounts payable ..............................................................
1,275.00
Lumber Co........................................................................................
2,020.58
Expenses...............................................................................................
7,328.30 Income ....................................................................................................
14,732.03
Gain on realization ..............................................................................
53,501.89
----------------------------------------------------------------------------------------------------------------------------------------- $112,823.68
$112,823.68--------------------------------------------------------------------------------------------

J ames Black as T rustee of Black and W hite
Realization profit-and-loss account from December 31, 1931, to September 30, 1932

The Journal of Accountancy

$1,137,013.57

Assets
acquired

145
at

2,725.09
3,000.00
12,232.03

Profit or
loss(*) on
liquidation

$86,084.61

(2)
(3)

(1)

t Red.

Excess of cash disbursements over cash receipts.
Value of the 75% interest in the 10,000 acres of timber lands.
Additional accounts receivable.

$1,137,013.57

229,294.37
343,941.56

$1,275.00

1,500.00
38,170.31
14,357.33 $1,275.00
9,750.00

$ 500,000.00

$33,328.30

7,328.30

$26,000.00

$798,678.21

$500,000.00
27,500.00
36,149.73
15,632.33
8,775.00
6,896.15
3,725.00
80,000.00
120,000.00

7,328.30*

$26,000.00*
2,020.58
1,275.00*

$86,084.61f

Liabilities
and
expenses
paid

3,000.00

14,732.03

19,879.16*

Totals ......................................................................................................

charges

Supple-

mentary

realization

Profit or

loss(*) on

1,433.73 (1)
44,700.02
712,554.07 $93,071.07
17,429.30
4,839.33*
4,603.97

$798,678.21

$

Cash
realized

21,400. 76t
32,101.13t

Liabilities
incurred

$17,732.03

$ 3,000.00
14,732.03

Supple-

mentary
credits

Liabilities and net worth
Notes payable ................................................................................................
Accrued interest .............................................................................................
Liability as guarantors of note of Kiln Lumber Co., bankrupt .............
Accounts payable ..........................................................................................
Agreement to repurchase $10,000 bonds of Kiln Lumber Co., at 97 ½ .
Expenses during liquidation .........................................................................
Disbursements for assets acquired ..............................................................
Capital—James Black, 40% ........................................................................
Capital—Estate of Henry White, 60% ......................................................
Gain on realization:
James Black, 40% .....................................................................................
Estate of Henry White, 60% ..................................................................

31, 1931

December

Liabilities
and net worth

$3,725.00

Life insurance funds receivable..........................................................................
44,700.02
Marketable securities ....................................................................................
978,663.77 $3,725.00
Notes and accounts receivable....................................................................
23,268.63
Bonds of Kiln Lumber Co., bankrupt, at 25% of p ar ..................................
56,250.00
Seventy-five per cent. interest in logs, lumber, machinery and logging
equipment...............................................................................................
22,604.25
Settlement of damage claim ........................................................................
Income during liquidation ............................................................................

Totals ......................................................................................................

31, 1931

$ 11,526.90

C ash in b an k ..................................................................................................

A ssets

Assets at
December

J ames Black as T rustee of B lack and W hite
Statement of realization and liquidation from December 31, 1931, to September 30, 1932

21,400.76
32,101.13

149,294.37
223,941.56

975.00
432.15

$428,144.97

$

30, 1932

Liabilities
and net
worth continued at
September

$428,144.97

2,500.00(3)

362,905.77
1,000.00
51,646.03(2)

$ 10,093.17

30, 1932

at September

Assets
continued

Exhibit F
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Comments

The three-fourth’s interest in 10,000 acres of timber lands acquired in the
final settlement of the foreclosure proceedings on the bonds of the Kiln Lumber
Company is valued as follows:

Carrying value of the bonds (as shown in exhibit A as “assets to
be realized ”)....................................................................................
Less: cash received in the final settlement.......... ..............................

$56,250.00
4,603.97

Value of timber lands.........................................................................

$51,646.03

This value is used in the solution, because no market or other value of the
interest in the timber lands is given in the problem.
The liability to repurchase the lost or stolen bond of the Kiln Lumber
Company, which could not be produced, is continued as a liability for there is
no certainty that the bond will not be presented later.
Exhibit F shown on page 145 is presented as an alternative solution to this
problem. While it is not the form usually prescribed for a problem of this
type, it has been found satisfactory in actual cases, and has the advantage
• of being short and of requiring less time.

No. 5(15 points):
The superintendent of a cheese manufactory reports the following results of
a test-run:
46,153 pounds of milk were purchased at the contract price of $3.10 per cwt.,
on the basis of a butter-fat content of 3.5 per cent., with a premium or discount
of 4 cents per cwt., on account of variations from the standard, the total cost
being $1,647.66. From this milk, 5,976 pounds of cream, having a butter-fat
content of 20 per cent., were sold at a price of 58 cents a pound of butter fat,
the remainder yielding 4,491 pounds of uncured cheese, known as No. 1.
The whey from the milk used weighed 29,280 pounds, to which was added
1,384 pounds of whole milk from the purchases of the following day, the com
bined fluid yielding 1,821 pounds of uncured cheese known as No. 2.
The No. 1 cheese is subject to a shrinkage of 12.3 per cent. in curing, and the
No. 2 to a shrinkage of 33 per cent.
From the foregoing data, determine the material cost per pound of cured
cheese and the yield per cwt. of milk.
For this purpose, you may assume the value of whey to be 50 cents per cwt.,
and the price of the whole milk used in the process of the second day the same as
that used on the first day.
Solution:

Material cost of No. 1 cheese:
Whole milk purchased—46,153 lbs.................................................
Less—cream sold:
5,976 pounds of cream
20% butter-fat content

$1,647.66

1,195½ pounds of butter-fat at 58c. per lb...............................

693.22

Remainder..........................................................................................

$ 954.44
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Less—value allocated to whey used for No. 2 cheese:
29,280 pounds at 50c. per cwt.

$ 146.40

Material cost of No. 1 cheese..........................................................

$ 808.04

Yield of uncured No. 1 cheese...............................
Shrinkage in curing (12.3% of 4,491)...............

4,491 lbs.
552.4

Net yield................................................................

3,938.6 lbs.

Material cost per pound ($808.04 ÷3,938.6) =...........................

20.5₵

Material cost of No. 2 cheese:
Cost allocated to whey, 29,280 lbs.................................................
Cost of whole milk, 1,384 lbs..........................................................

$ 146.40
49.41

Material cost of No. 2 cheese.........................................................

$ 195.81

Yield of uncured No. 2 cheese...............................
Shrinkage in curing (33% of 1,821)......................

1,821 lbs.
601

Net yield....................................................................

1,220 lbs.

Material cost per pound ($195.814-1,220) =..............................

Yield per cwt. of milk:
The total of the milk used:
First day............................
Second day........................

46,153 lbs.
1,384

Total.............................. 47,537 lbs. represents 475.37 cwt.
The yield therefore is:
Cream:
5,9764-475.37 = 12.57 lbs. per cwt.
No. 1 cheese:
3,938.64-475.37 = 8.29 lbs. per cwt.
No. 2 cheese:
1,220 ÷475.37 = 2.57 lbs. per cwt.
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